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L INTRODUCTION

_ Following the execution of the 1998 Water Transfer Agreement, the Imperial Irrigation
District (“IID”) and the San Diego County Water Authority (“Authority”) (collectively, the
“Parties”) submitted a Joint Petition for Approval of a Long-Term Transfer of Conserved Water to
the State Water Resources Control Board (“SWRCB™). Following an extensive and elaborate
hearing, and with the benefit of expansive environmental review of potential environmental impacts,

the SWRCB issued its decision approving the transfer — In the Matter of IID and SDCWA Amended
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Joint Petition for Approval of a Long-Term Ti ransfer of Conserved Water (2002) Ord. WRO 2002-

0013, as revised in accordance with Order WRO 2002-0016 (Final Order). Two specific conditions
that are contained in that Final Order give rise to this Workshop.

IL DESALINATION

A, Desalination is Playing an Increasing Role in the Authority’s Water Supply

Future

The SWRCB’s Final Order concludes that although desalination was, at that time, not a
viable alternative to the transfer, desalination could become an important future source of water for
Southern California. As such, the SWRCB directed the Authority to report to the SWRCB
biannually, beginning within one year of the effective date of the SWRCB’s approval of the transfer,
on the Authority’s progress toward implementation of any desalination projects. (Final Order, at
56.) These comments are submitted in compliance with that order.

The SWRCB’s conclusion that desalination was not yet a viable alternative to the transfer
was based on substantial evidence that desalination remained prohibitively expensive and therefore
was unlikely to augment the Authority’s water supply portfolio in a meaningful way, let alone
provide a feasible alternative to the transfer and other imported sources. Further, the anticipated
timing for development of a desalinated supply was inconsistent with the Authority’s then-existing
water supply demands and immediate need to secure greater reliability over those supplies. (See,
e.g., SDCWA, 2000 Urban Water Management Plan (2000 UWMP).)! The facts supporting the
SWRCB’s conclusion have not changed.

However, the Authority is pleased to announce that in just a few years the Authority has
made substantial progress in its ongoing efforts to make desalination a water supply reality for San
Diego County. Whereas in 2000, the Authority anticipated that desalination would provide only
25,000 acre-feet per year of additional supply beginning in 2020 (2000 UWMP), the Authority now
projects that desalination will yield as much as 56,000 acre-feet by 2010 according to the San Diego
County Water Authority, 2004 Annual Water Supply Report {2004 Report), attached as Exhibit 1.

! A copy of the Autherity’s 2000 UWMP was admitted into evidence as SDCWA Exhibit 7.
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The following table shows the Authority’s projected use of desalination, as well as all water

conservation savings and other supplies, in normal years, through 2025.

TABLE 1

Projected Water Conservation and Supplies — Authority Service Area®
Normal Year (AF/Year)

Water Conservation 54,900 74,400 83,400 93,200 101,952
Water Supply Sources:

Metropolitan Supplies 526,000 345,400 | 343,400 | 290,800 | 310,900
Authority/IID Transfer 30,000 70,000 100,000 | 190,000 | 200,000
AAAC and CC Lining Projects 0 77,700 77,700 77,700 77,700
Seawater Desalination’ 0 56,000 56,000 56,000 56,000
Local Surface Water 85,600 85,600 85,600 85,600 85,600
Recycled Water 33,400 45,100 51,800 53,400 53,400
Groundwater 31,100 53,500 57,500 59,500 59,500
Total Projected Supplies 706,100 733,300 772,000 813,000 | 843,123

The Authority’s projected water supply demands for 2020, which are based in part on the San
Diego Association of Governments’ independent demographic projections, have remained constant
at approximately 813,000 acre-feet. (Compare 2000 UWMP, at 5-2, and 2004 Report, at 9.) The

Authority’s planned development of desalinated supplies does not offset or replace the Authority’s

2 The conservation savings and annual supply mixes in years 2005, 2010, 2015, and 2020 are based on the

Authority’s 2000 UWMP and subsequent actions by the Authority’s Board of Directors, The 2025 supply mix is based
on the Authority’s Master Plan and subsequent actions by the Board of Directors. The conservation savings in 2025 has
been calculated by Authority staff in coordination with its member agencies.

The Authority is currently preparing an environmental impact report for 50 million gallons per day {mgd)
seawater desalination project at the Encina Power Plant in the City of Carlsbad that will yield approximately 56,000
acre-feet per year beginning in 2011. According to the Authority’s Master Plan, which has been approved for planning
purposes, the facility could be expanded to 80 — 100 mgd in the future and/or other facilities constructed to increase this
supply source.
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need for the 200,000 acre-feet per year of conserved water made available by the transfer.
Additionally, it is important to point out that the supply projections shown in Table 1 reflect the
Authority’s continuing emphasis on cost-effective water conservation programs. In 2003, the
Authority’s conservation programs accounted for 41,816 acre-feet in savings. By 2020, 93,200 acre-
feet of annual savings are projected.

The Authority now anticipates the ability to further reduce its reliance on imported'supplies
from the Metropolitan Water District of Southern California (MWD), and thus northern California,

with every new acre-foot of local supplies it develops, including desalination.

B. Desalination Represents a Fundamental Element of the Authorltv’ Efforts to
Improve Reliability Through Dlvermﬁcatmn

The Authority and its member agencies believe that the development of desalination and
other local supplies is critical to securing reliability. Development of a diverse water supply
portfolio provides for flexibility and adaptability, thereby improving water supply reliability, and
ensuring that the San Diego region can meet its water supply demands, as required by law. (See,
e.g., Water Code §§ 10910, ef seq. (“SB 620”); Gov't Code § 66473.7 (“SB 221”); Water Code App.
§ 45-5(11) (providing that the Authority “as far as practicable, shall provide each of its member
agencies with adequate supplies of water to meet their expanding and increasing needs.”).)

The following charts illustrate the dramatic improvement in supply diversification that the

Authority anticipates achieving by 2020:
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FIGURE 1*
Meeting the Region’s Water Needs in the Year 2020
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Notably, desalination, together with the transfer and the Quantification Settlement Agreement’s
(QSA) canal lining projects, will offset the Authority’s historical single-source reliance on MWD by(
half.’ Again, however, desalination does not provide an alternative to the transfer; it is a necessary

clement of the Authority’s efforts to improve water supply reliability through diversification.

C. The Authority is Pursuing the Construction of a Regional Desalination Facility
at the Encina Power Plant

Since early 2001, the Authority has been working diligently on planning and environmental
review of regional desalination facilities to benefit all of its member agencies in San Diego County.
The Authority has conducted feasibility studies for three sites within the county. At this time, the
Authority’s preferred site is the Encina Power Plant. As such, the Authority has initiated
environmental review ﬁursuant to the California Environmental Quality Act (see Notice of

Preparation and Public Scoping Meeting Notice (NOP), attached as Exhibit 2), and has just finalized

See 2004 Report, at 3.

As noted previously, conservation also plays a key role in reducing the Authority’s dependence on imported
sources. The Authority provided substantial evidence of its efforts to control demand through aggressive conservation at
the hearing on this matter. (See, e.g., 2000 UWMP.)
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an “Agreement Memorializing Certain Understandings and Establishing a Framework for
Cooperation” with the City of Carlsbad, the Carlsbad Municipal Water District, and the Carlsbad
Housing and Redevelopment Commission for the construction and implementation of a regional
desalination facility.

As outlined in the attached NOP, the proposed project consists of a seawater desalination
plant, together with appurtenant and ancillary facilities, to produce and distribute potable water
through the Authority’s aqueduct system. The desalination plant would be constructed on property
currently owned by Cabrillo Power I LLC, co-located on-site at the existing Encina Power Station,
immediately south of the Aqua Hedionda Lagoon in central coastal San Diego County. (NOP, at 3.)
The project, if approved, would have a capacity to deliver up to 50 mgd (56,000 acre-feet per year)
of Reverse Osmosis (RO) product water to existing local distribution systems and/or directly into the
Authority’s Second Aqueduct. Future projects might include further expansion of the plant. (NOP,
at 4.)

D. The Authority is Investigating the Feasibility of a Regional Desalination Facility

Located at the San Onofre Area of Camp Pendleton

In cooperation with other agencies, the Authority has completed an initial assessment of
seawater desalination opportunities in the San Onofre area of the Camp Pendleton Marine Corps
Base. The assessment identified no fatal flaws, and identified two sites in the San Onofre area that
could potentially support a regional seawater desalination facility. Such a facility would reuse the
existing San Onofre Nuclear Generating Station intake and discharge tunnels for Unit 1, currently in
the process of being decommissioned. The Authority is beginning a more detailed study of the
feasibility of such a project, which is currently scheduled for completion by mid-2007.

III. SOCIOECONOMIC IMPACTS

A, Background

The fundamental transaction contemplated by the initial form of the 1998 Water Transfer
Agreement was for 11D to make reliable water available for transfer to the Authority through
incentive-based efficiency conservation. The agreement set forth guidelines for how the water was

to be made available by IID for transfer to the Authority, as well as setting a price that would fairly
6
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compensate IID for its efforts. The Authority’s willingness to pay the identified price was based on,
among other things, IID’s commitment to generate water through various types of conservation, a
minimum quantity of which was to be “on-farm” or hard efficiency conservation, Fallowing of land
was expressly prohibited. (1998 Water Transfer Agreement, Article 14.%) Although the 1998 Water
Transfer Agreement with the Authority prohibited fallowing, IID had proposed parallel transfer
agreements with the Coachella Valley Water District and MWD that did not.

The Parties anticipated that on-farm conservation would provide broad economic benefits to
the Imperial Valley and the local community. The Authority believed that this economic stimulus
would provide an additional strong incentive, and broad-based community support for, the 1998
Water Transfer Agreement. Thus, it is one of the primary reasons that both IID and the Authority
preferred on farm conservation to long-term land fallowing.

The project proposed by the 1998 Water Transfer Agreement was subjected to extraordinary
and comprehensive environmental review, unprecedented in the scope of its analysis. In addition to
its analysis of the proposed transfer of water from IID to thel Authority, which included the preferred
approach of generating the water through efficiency conservation, it examined a suite of alternatives,
including among other things, the generation of water for transfer to the Authority by fallowing.
The environmental review concluded that on-farm conservation, although preferred for the reasons
stated above, could result in a reduction of inflows to the Salton Sea — a potentially significant
impact.

As such, following the SWRCB’s issuance of the Final Order approving the transfer, the
Authority and IID executed a Fourth Amendment to the Water Transfer Agreement in January of
2003, which was later revised and executed together with the signing of the QSA in October, 2003.
(See Revised Fourth Amendment, attached as Exhibit 3.)’ Among other things, the Revised Fourth
Amendment temporarily relieved the contractual prohibition on land fallowing for a maximum of 15

years. (Revised Fourth Amendment, Article 14.)

A copy of the 1998 Water Transfer Agreement was admitted into evidence as IID Exhibit 7.
With respect to socioeconomic impacts, the two documents are substantively the same.

7
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Although the Revised Fourth Amendment continued to prohibit long-term land fallowing by

limiting the suspension on fallowing to a maximum of 15 years, the Parties recognized, and sought
to address, the potential that socioeconomic impacts might result from a short-term land fallowing
program. Accordingly, the Revised Fourth Amendment also set forth the Parties’ expectations and
commitments regarding the evaluation and mitigation of socioeconomic impacts that might result
from the short-term land-fallowing program. (Revised Fourth Amendment, Article 14.)

Two key considerations weighed heavily on the Authority’s decision to execute the Revised
Fourth Amendment and suspend the prohibition on fallowing, thereby allowing water to be made
available through methods that it believed were less costly® to IID and its farmers: (1) IID’s pledge
of its “best efforts” to minimize any socioeconomic impacts that might occur; and (2) the State of
California’s concurrent assurances, in the form of legislation, that it would assist the Parties in the
evaluation, and if necessary, the mitigation of any such socioeconomic impacts.

B. 11D’s Best Efforts

Consistent with the 1998 Water Transfer Agreement, whereby IID retained discretion as to
which efficiency conservation measures it would employ, the Revised Fourth Amendment provides
that [ID reserves its discretion as to how to implement a fallowing program. However, 1ID
simultaneously gave the Authority its assurance that it would exercise its “best efforts” to minimize

socioeconomic impacts.

“TID shall exercise best efforts to minimize socioeconomic impacts from
the land fallowing necessary to transfer Conserved Water to the Authority
or to lessen environmental impacts related to the transfer of Conserved
Water to the Authority.”

{Revised Fourth Amendment, Section 14.5)
Armed with IID’s covenant to expend its “best efforts” to minimize socioeconomic impacts
attributable to land fallowing through its implementation of a conservation program, the Authority

agreed to advance $10 million for the purpose of providing up-front money to redress any net

8 The Authority has long contended that it is less expensive to generate water by land fallowing than efficiency
based conservation. Yet the Revised Fourth Amendment does not make a distinction between the agreed-upon price for
efficiency-based conservation and conservation by fallowing.

8
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negative socioeconomic impacts that might occur despite IID’s “best efforts” to avoid or lessen
them. The Revised Fourth Amendment also requires IID to provide an additional $10 million to
assist in redressing any socioeconomic impacts, again, despite 11D “best efforts” to avoid them in the
first place.

The Authority reasonably believed that if [ID satisfied its contractual “best efforts” covenant,
the likelihood of uncompensated socioeconomic harm in excess of $20 million would be remote. As
such, the Authority additionally agreed to provide sufficient funding to mitigate any actual measured
impacts in excess of the initial $20 million payments — an unlikely event if IID proceeds as

expected and develops a fallowing program that satisfied its “best efforts” covenant.

-C. Senate Bills 482 and 277

The Authority’s willingness to assume responsibility for any socioeconomic impacts
resulting from the transfer, specifically the use of fallowing to conserve water for transfer, was also
partially dependent upon assurances from the State of California, in the form of legislation enacted
in 2002 and 2003, that the State would assist the Parties in their efforts to address any measured
socioeconomic impacts. The fact that the Revised Fourth Amendment expressly contemplates
legislation on the subject of socioeconomic impacts, coupled with the fact that the legislature
approved two Senate Bills contemporaneously with adoption of the Final Order and the execution of
the QSA, corroborates the reasonableness of this expectation.

Senate Bill 482 (Kuehl, 2002), adopted in the Fall of 2002, required that the Resources
Agency and the Technology, Trade and Commerce Agency, in consultation with IID, the Authority
and other affected parties, report to the Governor and the Legislature, on or before June 30, 2003,
with respect to various aspects of the transfer relating to any realized or potential socioeconomic
impacts, positive or negative. Indeed the Final Order itself relies on this legislation to address any

socioeconomic impacts that might occur if fallowing is employed.

“the transfer will be in the public interest, notwithstanding the
potential socio-economic impacts associated with fallowing, but that
socio-economic impacts should be minimized and mitigated to the
extent feasible. SB 482 (Stats. 2002, ch. 617), provides a process for
evaluating and mitigating any economic impacts of the transfer. We
will reserve continuing authority to consider whether any additional
measures should be taken based on the analysis and recommendations

9
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developed as part of that process.”

(Final Order, at 74 (emphasis added), see also Final Order, at 91.)

Thereafter, SB 277 (Ducheny, 2003), signed in September of 2003, just a month prior to the
execution of the QSA, amended the prior law to conditionally require that the Department of Food
and Agriculture issue the required report.” These statutes were supported by the Parties and within
their contemplation at the time they executed the QSA and related agreements.

In relevant part, SB 277 requires that the report contain a review of the following items:

(1)  The expected nature and extent of any economic impacts related to the use of
land fallowing in Imperial Valley in connection with the QSA.

) Measures taken by IID in formulating a fallowing program to minimize as far
as practicable those economic impacts.

3 Whether and to what extent funds provided to IID for transferred water under
the QSA, together with any other funds that have been made available for
these purposes would mitigate those impacts.

(4)  The amount of any additional funds required to mitigate the economic
Impacts.

(Stats. 2002, ch. 617, § 9(a).)

SB 277 further provides that if the report concludes that additional funds are required to
minimize socioeconomic impacts, the report was to include recommendations to the Governor and
the Legislature on all of the following:

(1)  Proposed means for providing those additional funds, including, but not
limited to, funding by the state; and

(2)  Formuiation of a program, developed in consultation with the Department of
Finance, the Resources Agency, the Employment Development Department,
IID, Imperial Valley area governments, and any other entities deemed

appropriate by the Secretary of Food and Agriculture, to administer those

? In all other respects relating to socioeconomic impacts, SB 277 is identical to SB 482.

10

SDCWA’S COMMENTS RE 08/30/05 WORKSHOP

SB 378065 v2:007710.0011




~N Y Ly B W N

10
11
12
13
14

Santa Barbara, CA 93101

HATCH AND PARENT
21 East Carrillo Street

15
16
17
18
19
20
21
22
23
24
25
26
27
28

funds in the most effective manner.
(Stats. 2002, ch. 617, § 9(b) (emphasis added).)

To date, the State has not issued the report, nor taken any alternative action to assist the
Parties in their efforts to avoid, lessen and/or address any socioeconomic impacts that may occur,
despite the Parties’ and the SWRCB's reliance on the State for this assistance. If the State is of the
opinion there are no impacts, it has not formally expressed this view.

D. Salton Sea Determination

Despite the potential for socioeconomic impacts, the Final Order concluded that 1ID’s short-
term fallowing program will have significant beneficial environmental impacts in the Imperial
Valley, not to mention the benefits the transfer and the QSA will provide to Southern California and
the State as a whole. Hundreds of thousands of acre-feet of water generated by fallowing will be
discharged into the Salton Sea during the fiftcen-year suspension petiod for the express purpose of
maintaining in-flow levels into the inevitably receding Salton Sea.

To the extent the State makes a determination as to the viability of a specific restoration plan
and commits to the plan, the State, on its own action, can relieve IID of its requirement to continue
fallowing and thereby dramatically curtail the potential for any socioeconomic harm in the Imperial
Valley. In this way, the State can simultaneously take a quantum leap toward protection of the
Salton Sea and curtail the land fallowing that some in the Imperial Valley find so objectionable.

E. Measurement and Mitigation of Any Socioeconomic Impacts

Even with the short-term nature of the fallowing program permitted by the Revised Fourth

Amendment, IID’s pledge to exercise its “best efforts” to implement a program that would minimize
any socioeconomic impacts, and the Authority’s and IID’s contribution of $20 million to address any
such impacts, the Parties also committed to establish an “Economists’ Panel” that would evaluate
whether and to what extent any socioeconomic impacts occur, negative or positive, as a result of the
fallowing program, and a “Local Entity” to oversee the expenditure of the $20 million, or more,'® in

mitigation funds.

10 As noted above, the Authority agreed to mitigate any actual impacts that may occur as a result of the fallowing
program, provided 11D exercised “best efforts” to avoid them in the first place.
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(1) Economist Panel
The Revised Fourth Amendment provides for the creation of an economist panel consisting
of three highly qualified economic experts — the sole method authorized by the Revised Fourth
Agreement for measuring any socioeconomic impacts. They are vested with the responsibility to
“establish a Socioeconomic Methodology based on a Regional Economic Model, to conduct a
longitudinal study” and to consider the economic data of the IID and Imperial County. The Revised
Fourth Amendment specifies that certain methodologies are to be employed to estimate and measure
the annual and cumulative socioeconomic impacts of land fallowing, if any. The panel consists of
one panel member selected by the Local Entity (described below), one by the Authority and the third
by the two selected panel members. The Economist Panel was constituted in accordance with the
Revised Fourth Amendment and began work in June, 2004.
2) Economists’ Reports
The Economist Panel has issued two reports — in November 2004 and June 2005, Copies of
the “First” and “Second” reports are attached as Exhibits 4 and 5, respectively. Significantly, neither
report found that there has been any net negative sociceconomic impacts as a result of fallowing in
the Imperial Valley. Key observations and findings in the reports are summarized below:

(a) First Report (November, 2004):

The first Economist Panel report reviewed the impact of fallowing for calendar years 2003
and 2004. With respect to the 2003 fallowing program, the report concludes that:

(1) The total amount of acreage fallowed in 2003 was 5,764 acres, of
which 1,830 acres were fallowed to create water for transfer to the Authority and to provide
mitigation water for the Salton Sea;

(ii) 10,000 acre-feet of water was transferred to the Authority;

(iii)  IID received $2,580,000 from the Authority for transferred water;

(iv)  $563,477 was paid to participating fallowing landowners, of which
$459, 571 was paid to residents of Imperial County;

(v) 5,000 acre-feet of Salton Sea mitigation water was moved to 2004;

12
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With respect to the 2004 fallowing program, the report concluded that:

(1) The total amount of acreage fallowed in 2004 was 12,127 acres, of
which 6,300 acres related to water transfer, including mitigation water;

(i) 20,000 acre-feet of water was transferred to the Authority;

(1))  $5,340,000 was paid by the Authority to IID for transferred water;

(iv)  $1,388,050 was paid by the QSA Joint Powers Authority (QSA JPA)

for Salton Sea mitigation water, covering the requirements for 2003
and 2004;

(v)  $1,746,244 was paid to participating fallowing landowners, of which

$1,424,246 was paid to residents of Imperial County;

(vi})  An estimated $2.8 million of transfer money proceeds were rebated by

IID to its ratepayers;

(vi) 15,000 acre-feet was transferred to the Salton Sea for mitigation of
transfer-related impacts (10,000 acre-feet initially scheduled for 2004 plus 5,000 held over from
2003);

(vii)  $4,200,000 in 2003-2004 transfer revenue was retained by IID and
unaccounted for at the time of the report.

The report also notes that “[wlhile the land fallowing program resulted in $1,900,000 in
income losses, those losses were more than offset by the third-party benefits of landowner payments
for fallowing, and IID rate rebate programs designed to provide community benefits from the
transfer.” The report further concluded that “[bJased on the data available, the fallowing program
increased the after-tax third-party income by $1,100,000. If IID had used the $4,200,000 it was
holding, it would have the potential for increasing third-party incomes by $2,000,000 to $4,100,000
resulting in total third-party benefits of between $3,100,000 and $5,200,000.”

(b) Second Report (June, 2005):

The second report issued by the Economist Panel in June 2005 reported the following with
respect to IID’s 2005 fallowing program. Based on the information available, the Panel believed

that:
13
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(1) In 2005, IID is expected to make available thrbugh land
fallowing 30,000 acre-feet of water for the Authority and 15,000 acre-feet of water for Salton Sea
environmental mitigation, for a total of 45,000 acre-feet of water;

(i1) IID will receive net payments totaling approximately $9.2
million, which consist of $8,280,000 from the Authority for 30,000 acre-feet of water transferred to
the Authority, and $1,439,001 from the QSA JPA for 15,000 acre-feet of water to be made available
for Salton Sea mitigation, less IID’s contribution to the QSA JPA;

(iii)  Out of the $9.2. million received, IID will pay landowners
approximately $2.2 million to remove 8,108 acres of irrigated farmland from production in order to
make this water available. The remaining $7 million will be used for a variety of purposes,
including payment for fallowing unrelated to the Authority/Salton Sea water transfer, replacement of
lost water and hydropower revenues caused by land fallowing, administrative expenses connected to
the fallowing program, and subsidization of IID agricultural water rates'';

(iv)  The fallowing-based water transfer to the Authority and the
Salton Sea will increase third-party after-tax income in Imperial County by approximately $4.3
million. In addition, the fallowing program will produce an additional $91 thousand in local tax
revenues;'

(v) The owners of businesses (primarily farm operations) and real
property realize substantial benefits from the fallowing program. These benefits are in the form of
water rate subsidies as IID has used funds to offset rate increases, cost reimbursements and
additional economic activity made possible by the Revised Fourth Amendment; and

(vi)  Negative socioeconomic impacts are felt by farm workers and

other laborers as a result of lost income from reduced crop production. Similarly, some businesses

u "IID's Official Statement filed with the Municipal Securities Rulemaking Board in connection with its 2004
bond offering makes a straightforward connection between fallowing revenues and water rate subsidies. The financial
projections . . . are predicated on an assumption that 'additional revenues from water transfers, on top of those allocated
to compensate for lost water sales, will be made as needed to stabilize future water rates. These additional revenues
provide a means of distributing water transfer proceeds broadly among IID water users, as well as to moderate future
water rate increases (italics added).™ (Second Report, at 2.3.)

This conclusion is established by modeling results based on the allowable (per the Revised Fourth Amendment)
monies that can be counted to make the necessary determinations about socioeconomic impacts.
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providing supplies and services to the farm sector also are undoubtedly losing income due to

reductions in crop production,

Despite the conclusions of the Economist Panel in their First and Second Reports, it should
be noted that the Authority understands that there remains strong community opposition to land
fallowing and a prevailing opinion with the Imperial Valley that there are unmitigated adverse
socioeconomic impacts to some. Moreover, the Authority is informed that while the Revised Fourth
Amendment provides for an independent Economists” Panel Report, IID has elected to commission
its own report by Dr. Rodney Smith (“IID Report™), an expert who testified on socioeconomic
impacts attributable to long-term fallowing in the hearings that gave rise to the Final Order.

As of the submittal of these comments, the Autherity has no information as to standards that
are applied in the report, the date on which it might be released, or its content. To the extent the
report suggests that there is the potential for significant cumulative negative socioeconomniic impacts,
it may serve to further galvanize opposition to land fallowing and the present methodology for
measuring socioeconomic impacts.

Regardless of the methodology employed by Dr. Smith or the conclusions drawn from the
IID Report, like any other offering from 11D or the Authority, the IID Report will likely trigger the
same skepticism as that expressed by the Iniperial Valley to the Economists’ Panel Report.
Accordingly, the Authority sees a real benefit to the State’s assistance, under the auspices of SB 482
and 277, in re-directing the process from simply an accounting exercise to one that is designed to
proactively assist the Parties in developing projects and programs that are expressly designed to
offset any adverse impacts associated with land fallowing, real or apparent, thereby alleviating
opposition to the continuing implementation of the QSA.

F. Creation of a “Local Entity”

The Revised Fourth Amendment provides for the creation of an entity — the “Local Entity”
— for the purpose of administering the receipt of socioeconomic impact payments made by the
Authority and IID, and disbursement of those funds to the community affected. The Revised Fourth
Amendment requires the Local Entity’s work to be transparent and requires the Local Entity to

prepare ‘and publish an annual report of its receipts and disbursements, as well as a budget annually
15
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for its administration of the program. The Revised Fourth Amendment further provides that the
Local Entity and the Authority shall coordinate the efforts of the panel (described above) with the
process required by section 9 of Chapter 617 of the 2002 Statutes (i.e., SB 482 and 277). The Local
Entity was created in accordance with the Revised Fourth Amendment and is in operation today.
But, as the State has taken no action under SB 277, as noted above, the expected coordination has
not taken place.

It was the intention of the Authority and IID that the Local Entity would operate and conduct
its business with the highest degree of efficiency and lowest administrative cost possible. In fact, the
Local Entity is prohibited from owning real property or employing full-time employees. Staffing
(other than ministerial staff) is provided as needed for free by the IID and the County of Imperial.

G. Pavments to the Local Entity

The Revised Fourth Amendment also provides that the amount of funds that the Local Entity
receives from IID and the Authority “shall be sufficient to pay the estimated and measured annual
and cumulative socioeconomic impacts of land fallowing and reasonable costs of administration.”
By the end of 2006, the Authority will have paid $10 million, plus interest, to the Local Entity as in
Initial Socioeconomic Impact Payment to offset any socioeconomic impacts that may occur. This
includes an initial $100,000 to fund start-up administrative costs.

The Revised Fourth Amendment further provides that starting in “Year 8” of the transfer, or
2010, IID shall pay the Local Entity, by July 31 of each “Year”, socioeconomic impact payments
equal to five percent (5%) of the annual contract payments made by the Authority to the IID until
IID’s cumulative socioeconomic impact payments to the Local Entity equal $10 million in nominal
dollars. Thereafter, the Authority is required to pay all further socioeconomic impact payments to
the Local Entity in éxcess of the Authority’s Initial Socioeconomic Impact Payment énd the IID
payment of $10,000,000.

IV. CONCLUSION

The 1998 Water Transfer Agreement will result in nearly $3.8 billion in income to the
residents of Imperial County during the transfer’s initial term of 45 years. On the assurances of IID

that it would exercise its “best efforts” to implement a fallowing program that minimizes
16
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socioeconomic impacts in the region, and the State of California’s assurances, in the form of
legislation, that it too would assist the Parties in this regard, the Authority agreed to amend the 1998
Water Transfer Agreement by waiving a contractual prohibition on land fallowing for a limited
period of fifteen years, agreeing to provide $10 million in up-front monies to assist the Imperial
Valley in reducing the possibility of such impacts, and, importantly, assuming responsibility for any
actual impacts in excess of 20 million dollars.

Although there may, and undoubtedly will be, instances of individual harm, the two
Economists’ Panel Reports indicate there has been no net adverse impact on the Imperial Valley as a
result of the water transfer program. Notwithstanding this conclusion, the Authority understands
that IID has expressed its concerns regarding the methods of measurement employed by the
Economist Panel in its two reports. IID remains the Authority’s valued partner and we acknowledge
the mutual need to sustain broad support for the transfer and to address legitimate concerns. As
such, the Parties have implemented informal processes under the 1998 Water Transfer Agreement to
resolve the issue, just as they have resolved every other issue that has arisen in the past. The
Authority remains committed to working with IID in good faith to resolve any outstanding issues
and will continue to abide by the terms of the 1998 Water Transfer Agreement. |

That said, the Parties, and the businesses and residents of the State as a whole, would benefit
from a more holistic approach that focuses on the identification and implementation of proactive
approaches that provide direct economic benefits to the Imperial Valley, and spread and multiply
those benefits for the duration of the water transfer program. If the State believes that the
socioeconomic impacts of the transfer are outweighed by the benefits, it should say so. If the State
believes that, despite the overall net cumulative benefits of the transfer within the Imperial Valley,
the fallowing program has harmed some segment(s) of the community, then the State’s leadership
and oversight of a program to address those impacts, as contemplated by SB 482 and 277, would be
appropriate and greatly appreciated. In fact, it may be that in developing solutions to existing
concerns about socioeconomic impacts, we may find that broader community support develops for a
e
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water transfer that remains essential to the implementation of the QSA and the economic well being

of this State.

DATED: August 29, 2995 Respectfully submitted,

HATCH & PARENT
=

“Scott S. Slater
even L. Hoch 7]
Stephanie Osler Hastings
Attorneys for Petitioner, San Diego
County Water Authority

B
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PROOF OF SERVICE

I am a resident of the State of California, over the age of eighteen years, and not a party to
the within action. My business address is 21 East Carrillo Street, Santa Barbara, California 93101-
2782. On August 29, 2005, I served the within document:

COMMENTS OF SAN DIEGO COUNTY WATER
AUTHORITY FOR AUGUST 30, 2005 WORKSHOP
FOLLOWING WRO 2002-0013, REVISED IN ACCORDANCE
WITH WRO 2002-0016

by placing said document in a sealed envelope with postage thereon fully prepaid, in the Federal
Express facility at Santa Barbara, California as set forth below on the attached list, or by mailing the
document electronically, to the parties that are indicated on the attached list.

SEE ATTACHED SERVICE LIST

I am readily familiar with the firm's practice of collection and processing correspondence for
mailing. Under that practice it would be deposited with the U.S. Postal Service on that same day
with postage thereon fully prepaid in the ordinary course of business. I am aware that on motion of
the party served, service is presumed invalid if postal cancellation date or postage meter date is more
than one day after date of deposit for mailing in affidavit.

I declare under penalty of perjury under the laws of the State of California that the above is true and
correct. Executed this August 29, 2005, at Santa Barbara, California.

Afw\ lay o
GINA M. LANE
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SERVICE LIST

Imperial Irrigation District/San Diego County Water Authority
Long-Term Transfer

Mark J. Hattam, Esq. (by e-mail at dosias(@allenmatkins.com and mhattam@allenmatkins.com)
Allen, Matkin, Leck, Gamble & Mallory

501 W. Broadway, Ninth Floor

San Diego, CA 92101-3547

Telephone: (619) 233-1155

Facsimile: (619)233-1158

Attorneys for Imperial Irrigation District

Eric Shepard, Esq. (by e-mail at eric_critlaw@mac.com)
Colorado River Indian Tribes

Office of the Attorney General

Route 1, Box 23-B

Parker, AZ 85344

Telephone: (928) 669-1271

Facsimile: (928) 669-5675

Antonio Rossman, Esq. (by e-mail at ar@landwater.com)
380 Hayes Street, Suite 1

San Francisco, CA 94102

Telephone: (415) 861-1401

Facsimile: (415) 861-1822

Attorney for County of Imperial

Henry Rodegerdts (by e-mail at hrodegerdts@cfbf.com)
California Farm Bureau Federation

2300 River Plaza Drive

Sacramento, CA 95833

Telephone: (916) 561-5656

Facsimile: (916) 561-5691

Mr. Tom Kirk, Executive Director (by email at tkirk @saltonsea.ca.gov)
Salton Sea Authority

78-401 Highway 111, Suite T

La Quinta, CA 92253

Telephone: (760) 564-4888

Facsimile: (760) 564-5288

Mr. Bill Allayaud (by email at allayaud@sierraclub-sac.org)
Sierra Club California

1414 K Street, Suite 500

Sacramento, CA 95814

Telephone: (916) 557-1100

Facsimile: (916) 557-9669
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Brendan Fletcher (by e-mail at bfletcher@defenders.org and kdelfino@defenders.org)

Defenders of Wildlife

926 J Street, Suite 522
Sacramento, CA 95816
Telephone: (916) 313-5810
Facsimile: (916) 313-5812

Kevin Doyle (by e-mail at doyle@nwf.org)
National Wildlife Federation

3500 5" Ave., Suite 101
San Diego, CA 92103
Telephone: (619) 296-8353
Facsimile: (619) 296-8355

William Yeates, Esq. (by e-mail at byeates@enviroqualitylaw.com)
Law Offices of J. William Yeates

8002 California Ave.

Fair Oaks, CA 95628

Telephone: (916) 860-2000

Facsimile: (916) 860-2014

Attorney for National Audubon Society

Michael Cohen (by e-mail at mcohen@pacinst.org)
Pacific Institute

948 North Street, Suite 7

Boulder, CO 80304

Telephone: (720) 564-0651

Facsimile: (720) 564-0653

Ms. Karen Douglas (by email at kdouglas(@pcl.org)
Planning and Conservation League

926 J Street, Suite 612
Sacramento, CA 95814
Telephone: (916) 444-8726
Facsimile: (916) 445-1789

Mr. Phil Gruenberg (by email at gruep@rb7.swreb.ca.gov)
Colorado River Basin Regional Water Quality Control Board

73-720 Fred Waring Drive, Suite 100
Palm Desert, CA 92260

Telephone: (760) 346-7491
Facsimile: (760) 341-6820
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William I. DuBois (by Overnight Mail)
3939 Walnut Ave., Suite 144
Carmichael, CA 95608

Telephone: (916) 489-2191

Facsimile: (916) 446-1391

Mr. Larry A. Gilbert (by Overnight Mail)
945 E. Worthington Road

Imperial, CA 92251-9764

Telephone: (760)355-2278

Facsimile: (760) 355-2278

Courtesy copy to:

Robert Maddow, Esq. (by e-mail at bpmnj@2acl.com or maddow@prodigy.net)
Bold, Polsner, Maddow, Nelson & Judson

500 Ygnacio Valley Road, Suite 325

Walnut Creek, CA 94596-3840

Telephone: (925) 933-7777

Facsimile: (925) 933-7804

Attomeys for Coachella Valley Water District

Anne Schneider, Esq. (by e-mail at ajs@eslawfirm.com)
Ellis, Schneider & Harris .

2015 H Street

Sacramento, CA 95814-3009

Telephone: (916) 447-2166

Facsimile: (916) 447-3512

Attorneys for Metropolitan Water District of Southern California
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Section 1 - Introduction

The San Diego County Water Authority Administrative Code (Section 8.00.050) requires the
Water Authority to provide its member agencies, the County of San Diego, and each city in the
County of San Diego an annual statement regarding the Water Authority’s water supplies,
implementation of Water Authority plans, and programs to meet the future water supply
requirements of its member agencies. This Report satisfies the Administrative Code
requirements,

Section 3.1 of this Report provides documentation on the existing and planned water supplies
being developed by the Water Authority, including the Water Authority-Imperial Irrigation
District water-transfer, All American and Coachella Canal lining projects, and seawater
desalination. This documentation may be used by the Water Authority’s member agencies in
preparation of the water supply assessments and written verifications required under state law
[Reference Water Code Sections 10910 through 10914 and Government Code Sections 65867.5,
66455.3, and 66473.7 and (commonly referred to as SB 610 and SB 221)].

Section 3.2 of this Report contains information regarding imported water supplies from
Metropolitan Water District of Southern California’s (Metropolitan’s) 2003 Water Supply
Report. When preparing the assessments and verifications for projects within its respective
service areas, the Water Authority member agencies should use this Report, Metropolitan’s
March 2003 Report, and additional information developed by the member agency on local
demands and supplies.

The Water Authority’s 2000 Urban Water Management Plan (2000 UWMP) and Regional Water
Facilities Master Plan (Master Plan) identify development of a diverse mix of resources to meet
water supply reliability needs within the San Diego region. Development of a diverse supply
provides for flexibility and adaptability in the resource mix to handle potential risks associated
with managing and developing supplies. These risks could include environmental constraints,
fack of political will, water supply contamination, and/or lack of funding.

Development of local supplies by the Water Authority’s member agencies is a critical element to
securing reliability. Therefore, Section 2.3 of this Report provides a brief discussion on the
management and development of local supplies within the San Diego region compared with the
supply targets included in the 2000 UWMP.

Senate Bills 610 and 221 — Water Availability and Land Use Approval

Senate Bill (SB) 610 and SB 221 amended state law, effective January 1, 2002, to improve
the link between information on water supply availability and certain land use decisions
made by cities and counties. SB 610 requires that the water purveyor of the public water
system prepare a water supply assessment to be included in the environmental
documentation of certain large proposed projects. SB 221 requires affirmative written
verification from the water purveyor of the public water system that sufficient water
supplies are available for certain large residential subdivisions of property prior to approval
of a tentative map.




Section 2 - Regional Water Demand and Supply Overview

The Water Authority is a regional water agency, Figure 1

serving 23 member agencies within its service Water Auth erlty Service Area
area (Figure 1). The Water Authority serves
approximately 97% of San Diego County's
population and provides 75-95% of the water
utilized, depending upon the amount of local -
supply. The County Water Authority Act (Act),
adopted by the California State Legislature,
states that the Water Authority “as far as
practicable, shall provide each of its member
agencies with adeguate supplies of water to meet
their expanding and increasing needs.”

2.1 Regional Water Demands

In fiscal year (FY) 2003, water demand within
the Water Authority’s service area was about
649,600 acre-feet (AF). Imported supplies
accounted for a significant percentage of the
water used during the year. This considerable
dependence on water sources from outside the -
region is attributable to low local surface and :
groundwater supplies, which resulted from several years (1999 — 2002) of below- normal local
rainfall. In addition, projected development of additional member agency local supplies was not
fully implemented by the end of FY 2003. Although imported water demands were above
projected estimates, actual total use for FY 2003 tracked slightly below projected water
demands.

Figure 2 shows historic regional

Figure 2
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2.2 Regional Water Supply Diversification

For its first 57 years, the Water Authority purchased all its water from Metropolitan for
distribution to its member agencies. Consistent with the Water Authority Act and 2000 UWMP,
the Water Authority is now purchasing and delivering conserved agricultural water from the
Imperial Iirigation District (IID). To further diversify the region’s supply sources, the Water
Authority is also implementing the All American Canal and Coachella Canal lining projects that
will provide conserved water for delivery to the member agencies for 110 years. Consistent with
the supply targets in the 2000 UWMP, the Water Authority is also pursing the development of a
regional seawater desalination facility within San Diego County. These supplies are discussed in
detail in Section 3.1 of this Report.

The San Diego region also relies on recycled water, groundwater, surface water, and
conservation to meet the growing demand for water. These supplies are developed and managed
by the local agencies and are a critical component of the overall reliability for the region. Figure
3 shows the Water Authority and its member agencies’ plan for diversifying supplies by 2020 to
reliably meet future water demands. The Water Authority anticipates that through development
of the diverse mix of resources identified in Figure 3, the region will have adequate and reliable
supplies to meet the projected growth in the region.

Figure 3
Meeting the Region’s Water Needs in the Year 2020
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